C.    Costs, Benefits and Effectiveness (Continued)

Program Effectiveness: The annual Federal Capital Contribution for Direct
Loans 1s allotted first to States, then to Institutions within each State,
and finally to students. An Important issue for program effectiveness
Is the extent to which these different allocation patterns result in an
equitable distribution of funds consistent with legislative Intent.

State Distributions

The Direct Loan allotment formula has only a single criterion: the
ratio of higher education full-time enrollment within a State to total
full-time enrollment in all States and areas. It Is not surprising,
therefore, that the number of students receiving Direct Loans within
States is highly correlated (.99) with full-time enrollment within
States. However, when the average amount of Direct Loan per full-time
student within each State is compared with a measure of student financial
need (the mean Pell Grant eligibility index for that State), there is a
moderately strong correlation (.51). These comparisons tend to show that
FCC allotments to States, while proportional to enrollment, are also
moderately well correlated with the financial need of students within
States (E.3).

Student Distributions

Although State allotments correlate only moderately well with a measure of
overall student need within States, redistribution of Direct Loan funds
by institutions themselves appears to be consistent with legislative

intent.

It is generally agreed that a measure of equity 1s achieved when 1) pro-
gram participation rates are highest for recipients from lower-income
families and decrease as family income increases, 2) the average amount
of direct loan for a given educational cost range shows moderate variation
with Income as a percentage of average total cost. Using these equity
criteria, it can be seen from Tables 1 and 2 that a fair degree of equity
has been achieved in the distribution of Direct Loans to students.

For example, Direct Loan participation rates range from about 12 percent
in the lowest family income category (less than $9900) to only 3.3 percent
in the highest income category ($40,000 or more). This Indicates that a
larger percentage of needier students receive Direct Loans, as intended.
Direct Loans comprise between 21 percent and 23 percent of average total
cost of recipients (Table 2). Although only a small percentage of recip-
ients from higher-income families participate in the program, their
greater financial need often reflects special circumstances and most
often they are attending lower-cost schools. Although the higher income
groups receive larger Direct Loans comprising a larger percentage of
total costs, the net effect of Direct Loan distributions is to fulfill
the equity criteria.However, Interest rates were decreasing rapidly during FY 1983, a factor
